French housing holds steady in face of subprime crisis
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PARIS: On a recent, dry May day at one of the largest construction sites in France, crews of laborers were toiling in clouds of dust to lay foundations for a giant residential and commercial project.

Last year and the year before, some buyers camped out to snap up apartments as soon as they were released at the site, on the Île Seguin Rives de Seine, on the western edge of Paris.

Today, they are not lining up overnight, but sales are still brisk - more than 800 of 1,100 already on the market have been sold - despite the global credit crisis that has popped housing bubbles elsewhere.

"I think we will be touched by this crisis, but not so much and not in the same way as elsewhere," said Jean-François Gabilla, president of the Fédération des Promoteurs-Constructeurs de France, which represents construction companies. "I don't think prices will change very much."

Plans are for a total of 5,300 apartments by 2010, in addition to offices, parks, at least 70 restaurants or retail outlets, a hotel and a university campus.

Many analysts say they expect a protracted downturn in prices in the United States, Britain, Spain and Ireland amid slowing growth and as the credit market recovers from its hangover from lending to risky, or subprime, borrowers.

Yet while French homeowners also worry about the value of their homes, and prices here could also fall, the property market appears to be more stable, helped by factors like a prudent approach to credit and mortgages, less speculative buying and social and demographic  factors.

In its latest survey from March, the French federation of real estate agents found that prices were up 0.1 percent from February and 2.5 percent from a year earlier despite regional variations. And the ratings agency Standard & Poor's recently forecast house price inflation of 3 percent in the medium term.

By contrast, the most closely watched index in Britain from the Halifax fell 2.5 percent in March on the month - the biggest fall since the early 1990s - and 1.3 percent in April. Morgan Stanley, the U.S. investment bank, predicts that British home prices will fall 15 percent over the next two years. In some parts of the United States, prices are already down from their peak by that much.

Part of the reason for France's seeming resilience is that demand is still high. In 2006, France had the highest birthrate in Europe, according to the national statistics agency. The average number of births by women of fertile age was slightly more than two. Immigration remains strong and divorce rates are rising.

"We have more and more what we call mono-parental families," Gabilla said. "This is good for the market - even if it is not, sociably, very enjoyable."

He estimates that to cover demand, France needs to build 500,000 homes a year. Last year, a record 435,000 were built, and that figure will fall this year as construction companies wrestle with surging input costs and land scarcity amid stringent government regulations.

Another reason the subprime crisis has left the French mortgage market less scathed is that the provision of credit has been tighter than in Britain or Ireland. Average French household debt was 47 percent of gross domestic product in the third quarter of 2007, compared with 59 percent for the euro zone and 97 percent in Britain, according to Standard and Poor's.

Some analysts, like Udo Reifner, a professor of law and economics at the University of Hamburg, point to a division between a more "Protestant" credit culture in Northern Europe and a tighter, or "Catholic," culture in the South, where the family unit may be tighter, taking on the role of creditor and providing housing support.

Also, in France interest repayments are tightly regulated through instruments like the "taux d'usure" - an official ceiling set by the Bank of France for the rates that lenders can charge. Banks here will generally not lend more than 33 percent of gross income. Mortgages of 100 percent do not exist and the majority of home loans - about 85 percent - are fixed rate; variable rate loans come with caps, limiting repayment increases when rates rise.

Finally, analysts say, houses in desirable parts of France - Paris, the Riviera, the Alps, Normandy and some others - might retain their value as foreigners jostle for property alongside wealthy French.

"In Paris, there is little to no construction," said Glenn Cooper, an American consultant who rents and sells apartments here. "Seeing as the supply is so small, prices will go up over the long run even if there are corrections."

